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1 .  I n t r o d u c t i o n  
P H I L I P  0 .  A L E G E  
D e p a r t m e n t  o f  E c o n o m i c s ,  
O b a f e m i  A w o l o w o  U n i v e r s i t y ,  I l e - I f e  
T h e  c u r r e n t  s t a t e  o f  t h e  N i g e r i a n  e c o n o m y  c a n  b e  t r a c e d  t o  h e r  s t r u c t u r a l l y  d e p e n d e n t  t r a d e  r e l a t i o n s  w i t h  . .  
h e r  m a j o r  t r a d i n g  p a r t n e r s :  t h e  I n d u s t r i a l  C o u n t r i e s .  T h i s  d e p e n d e n c y ,  l a r g e l y  u n i d i r e c t i o n a l ,  h a s  f a s h i o n e d  
t h e  s t r u c t u r e  o f  r e s o u r c e  a l l o c a t i o n ,  d o m e s t i c  p r o d u c t i o n ,  d i r e c t i o n  o f  e x p o r t s  a n d  o r i g i n  o f  i m p o r t s .  
S t r u c t u r a l l y ,  p r i m a r y  p r o d u c t s ,  e s s e n t i a l l y  c r u d e  o i l ,  a n d  a g r i c u l t u r a l  p r o d u c t s  d o m i n a t e  t h e  e x p o r t  m a r k e t .  
E x p o r t  o f  m a n u f a c t u r e s  i s  r e l a t i v e l y  i n s i g n i f i c a n t .  N i g e r i a  i m p o r t s  a r e  m a i n l y  c o n s u m e r ,  i n t e r m e d i a t e  a n d  
c a p i t a l  g o o d s .  I t  i s  p e r t i n e n t  t o  n o t e  t h a t  t h e  v o l u m e  o f  t r a d e  w i t h  A f r i c a  a n d  o t h e r  d e v e l o p i n g  w o r l d  i s  v e r y  
l o w .  T h e r e f o r e  t h e  t r a d i t i o n  o f  u s i n g  p r i c e  e i a s t i c i t i e s  i n  e c o n o m e t r i c  a n a l y s i s  o f  i n t e r n a t i o n a l  t r r a d e  h a s  
g e n e r a t e d  a  l o t  o f  c o n t r o v e r s i e s  w h e n  a p p l i e d  t o  t h e  N i g e r i a n  e c o n o m y  i n  p a r t i c u l a r  o r  t h e  L D C s  i n  g e n e r a l .  
S o m e  a r g u e d  t h a t  t h e  i m p o r t  d e m a n d  a n d  e x p o r t  s u p p l y  o f  L D C s  a r e  i n d e p e n d e n t  o f  p r i c e  e l a s t i c i t i e s ;  
C h e n e r y  a n d  S t r o u t  ( 1 9 6 6 ) ,  M a i z e l s  ( 1 9 6 8 ) ,  H o u t h a k k e r  a n d  M a g e e  ( 1 9 6 9 ) .  J o h n s o n  ( 1 9 5 8 )  s h o w e d  t h a t  
i n c o m e  e l a s t i c i t i e s  a r e  a t  l e a s t  a s  i m p o r t a n t  i n  g r o w i n g  e c o n o m i e s .  K a h n  (  1 9 7 3 )  a n d  K u b u r s e  (  1 9 7 4 )  s h o w e d  
t h a t  t h e  L D C s  i m p o r t  d e m a n d  f u n c t i o n s  a n d  t h e i r  e x p o r t  s u p p l y  f u n c t i o n  d e p e n d  s i g n i f i c a n t l y  o n  p r i c e  
e l a s t i c i t i e s .  A  p a r t i c u l a r  e v i d e n c e  t o  t h i s  a s s e r t i o n  i s  t h e  w o r k  o f  A c h i  ( 1 9 8 0 )  i n  w h i c h  h e  d e m o n s t a t e d  t h e  
i m p o r t a n t  r o l e  o f  p r i c e  a n d  i n c o m e  e l a s t i c i t i e s  i n  t h e  C o t e  d ' l v o i r e  e x t e r n a l  t r a d e .  
F o l l o w i n g  A c h i  ( 1 9 8 0 ) ,  t h i s  p a p e r  e v a l u a t e s  t h e  p o l i c y  i m p l i c a t i o n s  o f  t h e  N i g e r i a ' s  e x t e r n a l  t r a d e  
s t r u c t u r e  i n  a  s i m u l t a n e o u s  e q u i l i b r i u m  a n d  d i s e q u i l i b r i u m  f r a m e w o r k  o f  p r i c e s ,  i m p o r t s  a n d  e x p o r t s  v o l u m e s ,  
f o r  t h e  p e r i o d  1 9 6 0 - 1 9 8 4 .  
H o w e v e r ,  a  m a j o r  d i f f e r e n c e  e x i s t s  i n  t h e  a s s u m p t i o n s  u n d e r l y i n g  t h e  d y n a m i c  e x p o r t  m o d e l .  T h i s  p a p e r  
c o n t e n d s  t h a t  t h e r e  a r e  c e r t a i n  l i m i t a t i o n s  t o  a  f o r m u l a t i o n  i n  w h i c h ,  i n  a  d y n a m i c  s e t t i n g  c h a n g e s  i n  q u a n t i t y  
e x p o r t e d  a r e  e x p e c t e d  t o  r e s p o n d  p o s i t i v e l y  t o  t h e  e x c e s s  d e m a n d  a n d  p r i c e  c h a n g e s  a d j u s t i n g  t o  e x c e s s  
s u p p l y .  
R e c o n s i d e r i n g  t h e  t h e o r e t i c a l  a n a l y s i s  o f  t h e  d e t e r m i n a n t s  o f  e x p o r t ,  a n  a l t e r n a t i v e  d y n a m i c  s t r u c t u r a l  
e x p o r t  m o d e l  i s  p r o v i d e d .  J u s t  a s  i n  M o r a n  ( 1 9 8 8 ) ,  w e  p o s i t  t h a t  q u a n t i t y .  e x p o r t e d  i s  p o s i t i v e l y  p r o p o r t i o n a l  
t o  e x c e s s  s u p p l y  a n d  t h a t  e x p o r t  p r i c e  a d j u s t s  p a r t i a l l y  t o  e x c e s s  d e m a n d .  I t  c o u l d  b e  a r g u e d  t h a t  i n  a  
p e r s i s t e n t  d i s e q u i l i b r i u m  f r a m e w o r k ,  i n  w h i c h  N i g e r i a  h a s  f o u n d  h e r s e l f ,  q u a n t i t y  e x p o r t e d  s h o u l d  b e  e x p e c t e d  
t o  b e  i n f l u e n c e d  b y  d o m e s t i c  s u p p l y  f a c t o r s .  
T h e  t a s k  o f  t h i s  p a p e r  i s  m u l t i f o l d .  F i r s t l y ,  s t a t i _c  a n d  d y n a m i c  s t r u c t u r a l  m o d e l s  a r e  s p e c i f i e d .  S e c o n d l y ,  
t h e i r  p a r a m e t e r s  a r e  e s t i m a t e d  u s i n g  t h e  O L S  t e c h n i q u e  i n  t h e  f i r s t  i n s t a n c e  f o l l o w e d  b y  t h e  2 S L S  t e c h n i q u e .  
T h e  l a t t e r  t e c h n i q u e  t a k e s  i n t o  c o n s i d e r a t i o n  t h e  s i m u l t a n e i t y  i n  t h e  d e m a n d  a n d  s u p p l y  f a c t o r s  a n d  t h u s  
p r o v i d e  m o r e  e f f i c i e n t  e s t i m a t o r s .  T h i r d l y ,  c o m p a r a t i v e  s t a t i c  a n a l y s i s  i s  c a r r i e d  o u t  o n  t h e  r e d u c e d  f o r m  
m a t r i x  i n d i c a t i n g  t h e  i m p a c t  o f  a  c h a n g e  i n  a  p r e d e t e r m i n e d  v a r i a b l e  o n  a n  e n d o g e n e o u s  v a r i a b l e ,  c e t e r i s  
p a r i b u s .  L a s t l y ,  b a s e d  o n  t h e s e  e m p i r i c a l  r e s u l t s ,  t h e  p a p e r  e n q u i r e s  i n t o  p o l i c y  i m p l i c a t i o n s  o f  t h e  N i g e r i a n  
e x t e r n a l  t r a d e  s t r u c t u r e .  
T h e  p a p e r  i s  a r r a n g e d  a s  f o l l o w s :  I n  s e c i o n  2 ,  w e  d i s c u s s  t h e  m o d e l s .  S e c t i o n  3  p r e s e n t s  t h e  e m p i r i c a l  
a p p l i c a t i o n s  w h i l e  s e c t i o n  4  p r e s e n t s  t h e  p o l i c y  i m p l i c a t i o n s  o f  t h e  r e s u l t s  a n d  f m a l l y ,  s e c t i o n  5  c o n c l u d e s .  
2 .  I m p o r t  a n d  E x p o r t  M o d e l s  
O u r  i n i t i a l  a s s u m p t i o n  i s  t h e  e x i s t e n c e  o f  e q u i l i b r i a  i n  b o t h  i m p o r t  a n d  e x p o r t  m a r k e t s .  I n  t h i s  s e t t i n g  w e  
a r e  h y p o t h e s i z i n g  t h e  a b s e n c e  o f  l a g g e d  e f f e c t s  o f  c e r t a i n  v a r i a b l e s  s u c h  t h a t  t h e r e  i s  i n s t a n t a n e o u s  p r i c e  
a d j u s t m e n t  t o  a t t a i n  t h e  e q u i l i b r i u m  l e v e l  w h i c h  e n s u r e s  t h a t  t h e  a d j u s t e d  q u a n t i t y  e q u a t e s  d e m a n d  t o  
s u p p l y .  
1 0  
PHILIP 0. ALEGE 
In the dynamic framework, the predetermined variables include lagged dependent variables. Thus the 
equations can be seen as a partial adjustment model or a geometric distributed lag (Koyck (1954)). In this 
formulation, we are hypothesizing that only a proportion of the desired quantity is realised during the given 
period Gujarati (1979 pg. 255). 
2.1 Static Import Model 
Consider the import market and suppose that the forces of demand and supply prevailing will determine 
the actual quantity exchanged at the equilibrium price level. 
We assume that import demand is a function of national income, the import price _and the domestic price 
levels. As Turnovsky (1968) we admit that the foreign exchange earnings from export play a major role in 
fmancing the import of goods and services. Hence, current export is included in the equation as an explanatory 
variable. Thus, the import demand equation is specified, assuming non-linearity between the dependent and 














volume of imports demanded 
price index of imports 
domestic price index 
GDP at constant 1980 prices 
Volume of exports 
Stochastic random term 
t time period in years 
a0, a1, ~ and ~ are the structural parameters. 
....... (2.1) 
written in the double-logarithmic form, equation (2.1) becomes 
d 
LnM = Ln a0 + l\ Ln (PM/PD), + a2 Ln Y, + ~ Ln X, + e, .. (2.2) t 
and e, = Ln V, which satisfies the OLS assumptions. In this specification, a1, a2, a3 are the import dfemand 
elasticities with respect to relative prices, the real income and volume of export respectively. The predictions 
of thier signs are such that 
a1 < 0, ~ > 0, ~ > 0. 
Factors that affect import supply will depend on the prevailing factors in the rest of the World i.e. in the 
markets that export to Nigeria. One of these factors is the import prices; at a higher import price, it would be 
advantageous to sell to us. Again, higher world price, as measured by the World Consumer Price Index, will 
discourage import to the Nigeria market. The capacity to supply depends also on the level of economic 
activities in the rest of the World (R W). We assume that in the absence of production constraint in the RW, 
supply to Nigeria will not be restrained. Finally, we hypothesize that the level of our Net foreign assets serves 
as a barometer of confidence for the RW. It may serve as refuge for the foreign suppliers in case of inability to 
pay for the imports. · 
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H ,  =  b
0  
P H  .  W C P I ,  .  W ¥ : C I ,  .  N F A ,  .  V  . . .  ( 2 . 3 )  
w h i c h  w r i t t e n  i n  t h e  d o u b l e - l o g a r i t h m i c  f o r m  g i v e s  
L  M s  = . L  b o +  b
1
. L  P M +  b
2
. L  W C P I +  b
3
. L  W P C I  
" t  " t  " t n t  n  t  
. . .  +  b
4
. L . N F A t  +  e t  
. . . . . . . . . . . . . . . . . . . .  ( 2 . 4 )  
w h e r e  
s  
H  :  V o l u m e  o f  i m p o r t  s u p p l i e d  
t  
W C P I  
t  
W P O  
t  




W o r l d  C o n s u m e r  P r i c e  I n d e x  
W o r l d  P e r  C a p i t a l  I n c o m e  I n d e x  
F o r e i g n  A s s e t s  d e f l a t e d  b y  P M  
t  
R a n d o m  t e r m  s u c h  t h a t  e  =  L n  V  
t  t  
T h e  s t r u c t u r a l  p a r a m e t e r s  o f  e q u a t i o n  ( 2 . 4 )  a r e  s u c h  t h a t  b 1 > 0 ,  b 2 < o ,  b 3 > 0  a n d  b 4 > 0 .  
d  s  
M ,  :  M ,  a n d  P M ,  a r e  t h e  e n d o g e n e o u s  v a r i a b l e s  i n  t h e  s y s t e m  o f  e q u a t i o n s  ( 2 . 2 )  a n d  ( 2 . 4 ) .  T h u s  
e s t i m a t i n g  t h e s e  e q u a t i o n s  c a n  l e a d  t o  t h e  p r o b l e m  o f  i n d e t e r m i n a c y  ( S e e  W o n n a c o t t  a n d  W o n n a c o t t  ( 1 9 7 9 ) ,  
p g  2 7 4 ) .  
I n  a d d i t i o n ,  w e  a s s u m e  t h a t  M ,
5  
i s  p a r t i a l l y  e n d o g e n e o u s .  
W e  t h u s  n o r m a l i s e  e q u a t i o n  2 . 4 .  T h i s  p r o c e d u r e  c o n s i s t s  o f  a s s u m i n g  t h e  c o e f f i c i e n t  o f  o n e  v a r i a b l e  a s  1 .  
T h e  i m p o r t  p r i c e  h a s  b e e n  c h o s e n  a s  t h e  n o r m a l i s i n g  v a r i a b l e  a n d  e q u a t i o n  2 . 4  i s  t h u s  r e w r i t t e n  w i t h  P M  a s  
t h e . d e p e n d e n t  v a r i a b l e  ( s e e  a l s o  i n t r i l i g a t o r ,  ( 1 9 7 8 ) ,  p a g e  4 3 ) .  
L n P M ,  = c o  +  c
1




. L n W C P I ,  +  c
3
. L n W P C I ,  +  c
4
. L n N F A ,  +  e .  ( 2 . 5 ) .  
I n  t h i s  c a s e  c 1 < u ,  c 2 > 0 ,  c 3 < 0  a n d  c 4 > 0 .  
d  s  
A t  e q u i l i b r i u m ,  M  =  M  =  M  a n d  e q u a t i o n s  ( 2 . 2 )  a n d  ( 2 . 5 )  c a n  b e  e s t i m a t e d  s i m u l t a n e o u s l y  t o  o b t a i n  
t h e  e s t i m a t e  o f  t h e  p a r a m e t e r s .  F o r  a  c o m p a r a t i v e  s t a t i c  a n a l y s i s ,  t h e  r e d u c e d  f o r m  o f  t h e  t w o  e q u a t i o n s  c a n  b e  
o b t a i n e d .  T h e  s o l u t i o n  o f  t h e  s y s t e m  i s  g i v e n  i n  m a t r i x  f o r m  b e l o w :  
Z  =  h . A  H  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( 2 . 6 )  
M  M  M  
w h e r e  
Z  =  ( L M  L P M ) '  
M  n  t  n  t  
H  =  ( 1  L n P L D  L n G D P  L n W C P I  L n W P C I  L n N F A  L n X ) '  
M  t  t  t  t  t  t  
h A = h .  
M  
h  
[  ( a
0  
+  a l .  c o )  a l  a 2  a l .  c 2  a l . c 3  a l . c 4  a 3 ) ]  
[ ( c o +  a o . c l )  a l .  c l  a 2  . c l  c 2  c 3  c 4  a 3  . c l ) ]  
1 1 ( 1 - a l . c l ) .  
1 2  
.  
PHILIPO. ALEGE 
2.2 Static Export Model 
Assuming that the demand for Nigerian exports depends on the relative price of export to the world price 
and the level of world income. Written in the the logarithm form, the specification is as below: 















volume of export demanded 
export price index 
Index of World Price of Exports 
World Real Income 
random term 
As seen in subsection 2.1, f1 and f2 are relative price and income elasticities of export demand. TheSe 
parameters are such that f1 <()and f2>0. 
Similarly, Nigerian export supply is determined by the relative export price to domestic price level and by 
the domestic productive capacity. It is specified as follows: 








Supply of export in volume 
domestic price index 
export price index 
GDP : I ndex of domestic production capacity 
t 
with g1>0 and g2>0. 
Normalising equation 2.8 by the export index, it follows: 
LnPX = wo + wl.LnXs + w2.LnGDP + w3.LnPD + e ...... (2.9) 
t t t :t 
with w1>0 w2<0 and w3> 
Splving the equilibrium model given by equations (2.7) and (2.9), we obtain the reduced form which is 
writte~ in. matrix form as: 




Z = [LnX LnPX] 1 
X t t 
H = [1 LnWPX LnWGDP LnGDP LnPD]1 
X t t t t 
hK~ = [ f0 + (f1.wJ f1 f2 f1.w2 f1.w3 ] 
[ w0 + w1:fo - w1 f1 f2.w1 w2 w3 ] 
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h  =  1 1 ( 1 - w J )  
I n  s u m m a r y ,  t a k i n g  i n t o  c o n s i d e r a t i o n  t h e  d e m a n d  a n d  s u p p l y  f a c t o r s ,  e q u a t i o n s  ( 2 . 2 )  a n d  ( 2 . 5 )  c o n s t i t u t e  
t h e  e q u i l i b r i u m  i m p o r t  m o d e l  a n d  e q u a t i o n  ( 2 . 7 )  a n d  ( 2 . 9 )  m a k e  u p  t h  e q u i l i b r i u m  e x p o r t  m o d e l .  
2 . 3  D y n a m i c  I m p o r t  M o d e l  
T h e  f o u r  e q u i l i b r i u m  e q u a t i o n s  ( 2 . 2 ) ,  ( 2 . 5 ) ,  ( 2 . 7 )  a n d  ( 2 . 9 )  c a n  b e  d e s c r i b e d  a s  l o n g - r u n  e q u i l i b r i u m  
r e l a t i o n s  a n d  r e p r e s e n t  t h e  b a s i c  s t r u c t u r a l  i m p o r t  a n d  e x p o r t  m o d e l s .  B e c a u s e  o f  t h e  s h o r t - r u n  d i s e q u i l i b r i u m  
i n  b o t h  s e c t o r s ,  l a g g e d  d e p e n d a n t  v a r i a b l e s  w e r e  i n c l u d e d  i n  t h e  m o d e l s .  F o r  f a c t o r s  u n d e r l y i n g  t h e s e  d y n a m i c  
s p e c i f i c a t i o n  s e e  l n t r i l i g a t o r  ( 1 9 7 8  p a g e  1 7 6 ) .  W e  a s s u m e  i n  t h e  i m p o r t  s e c t o r  t h a t  q u a n t i t i e s  i m p o r t e d  
r e s p o n d  p o s i t i v e l y  t o  d e m a n d  c o n d i t i o n s  a n d  t h a t  i m p o r t  p r i c e s  a d j u s t  t o  e x c e s s  s u p p l y .  i . e .  
L 1 L n M  =  z  [ L n M c t  - L n M ]  . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( 2 . 1 1 )  
t  t  t - 1  
L 1 L n P M  =  y  [ L n M
5  
- L n M ]  
. . . . . . . . . . . . . . . . . . . . . . . . . .  ( 2 . 1 2 )  
w h e r e  i s  t h e  f i r s t  d i f f e r e n c e  o p e r a t o r ,  O < z  < 1  a n d  y > u .  z  a n d y  a r e  c o e f f i c i e n t s  o f  a d j u s t m e n t s .  
T h e  e s t i m a b l e  i m p o r t  d e m a n d  e q u a t i o n  c a n  b e  o b t a i n e d  b y  s u b s t i t u t i n g  ( 2 . 2 )  i n t o  ( 2 . 1 1  ) ,  t h u s ;  
L n M  =  a O '  +  a 1 '  . L n ( P M I P D )  +  a 2 '  . L n G D P  +  a 3 '  . L n X  
t  t  t  t  
+  a 4 '  . L n M  +  0  . . . . . . . . . . . . . . . . . . . . . • . . . . . . .  ( 2 . 1 3 )  
t - 1  t  
w i t h  a O '  =  z o . a o ;  a 2 '  =  z . a 2  >  0 ;  a 1 '  =  z . a 1 > 0  
a 3 '  =  z . a 3  < 0 ;  a 4 '  =  ( 1 - z )  > 0  
a n d  u  =  e  - p . e  
t  t - 1  
A n d  s i m i l a r l y ,  t h e  i m p o r t  s u p p l y  e q u a t i o n  c a n  b e  o b t a i n e d  b y  s u b s t i t u t i n g  ( 2 . 4 )  i n t o  ( 2 . 1 2 )  l e a d i n g  t o :  
L n P M  =  c o '  + c l '  Kint~mf =  c 2 . L n W P C I  =  c 3 '  . L n N F A  
t  t  t  
+ c 4 '  . L n M  =  c 5 '  . L n P M  =  
v  . . . . . . . . . . . . . . . . . . . . . . . . .  ( 2 . 1 4 )  
w h e r e  
c o '  =  h . y . b o ;  c l '  =  
c 3 '  =  h . y . b 4 > 0 ;  c 4 '  =  
V  =  e - p . e  ;  h  =  
t  t - 1  
t - 1  
h . y . b 2 < 0 ;  c 2 '  =  h . y . b 3 > 0  
- h . y < O ;  c 5 '  =  h > O  
1 / ( 1 - y . b 1 )  
'  
E q u a t i o n s  ( 2 . 1 3 )  a n d  ( 2 . 1 4 )  c o n s t i t u t e  t h e  d y n a m i c  i m p o r t  m o d e l  w h i c h  c a n  b e  s o l v e d  s i m u l a t e n o u s l y  t o .  
g i v e  t h e  r e d u c e d  f o r m  e q u a t i o n s  f o r  c o m p a r a t i v e  s t a t i c  a n a l y s i s .  
2 . 4  D y n a m i c  E x p o r t  M o d e l  
A s  a r g u e d  i n  s e c t i o n  1  o f  t h i s  p a p e r ,  w e  a s s u m e  t h a t  e x p o r t  q u a n t i t i e s  r e s p o n d  p a r t i a l l y  t o  s u p p l i e r s  d e s i r e  
o r  a b i l i t y  t o  i n c r e a s e  e x p o r t s  a n d  t h a t  e x p o r t  p r i c e s  a d j u s t  p a r t i a l l y  t o  e x c e s s  d e m a n d .  
L n X  =  p [ L n X
5
- L n X  ]  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( 2 . 1 5 )  
t - 1  
L n P X  =  q [ L n x d  - L n X  ]  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( 2 . 1 6 )  
t  t  
w i t h  p  a n d  q  b e i n g  a d j u s t m e n t  c o e f f i c i e n t s  a n d  a r e  s u c h  t h a t  0  <  p  <  1  a n d  1  >  0 .  E q u a t i o n  ( 2 . 1 5 )  
1 4  
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emphasizes the importance of domestic factors in the determination of export quantities (see Drapper 1985, 
Winter 1985). Equation (2.16) accounts for the slow adjustment of prices to excess demand resulting from 
contracts or delivery lags which may prevent instantaneous adjustment of prices to excess demand even if 
there are no constraints on domestic production Moran (1988). 
By substituting (2.8) into (2.15) and (2.7) into (2.16), we obtain the following equations: 




= p.go; A1 = 
= p.g2>0; A3 = 





LnPX = BO + B l.Ln WCPI + B2.Ln WGDP + B3. LnX 
+ B4.LnPX + V .............................. (2.18) 
t-1 
Where 
BO = h.q.fo; 
B 1 = h.q.fl>O; B2 = 
B3 = h.q<O; B4 = 
h.q. f2>() 
h>O 
h = 11(1- wl.fl); V = e - p.e 
t t-1 
From the above, equations (2.17) and (2.18) constitute the dynamic export model which can be solved for 
comparative static analysis. 
3. Empirical Applications 
3.1 Methods of Estimation and Data Sources 
Very often, the conventional approach in trade analysis is to use the OLS technique to estimate structural 
parameters of a single import (export) price or quantity equation. there is the likelihood that the estimated 
parameters are biased and inconsistent. This suspicion is evident given the interaction between demand and 
supply factos in both sectors. We have thus, in addition to the OLS used the 2SLS. 
On the other hand, the separability of the two sectors is assumed. Our contention is that external demand 
factors determine the supply of our exports which is turn determine our imports. Such a relationship was 
described as recursive by Achi (1980). Hence, in this paper, import and export arc not structured within a 
simulatcnous framework. 
Except the foreign asset, NFA, all the data used in the empirical analysis were obtained from the International 
Monetary Fund and International Financial Satisics, Y car book 1986. Data on NF A were obtained from the 
Central Bank of Nigeria, Economic and Fiancial Review; various issues. 
3.2 Empirical Results 
The results of the estimation arc provided in tables I and 2. In table I. equation (3.1) and (3.2) arc the static 
equilibrium equations and (3.3) and (3.4} arc dynamic equations estimated by OLS method. Equations (3.5) 
- (3.8) are equilibrium and dynamic equations estimated by the 2SLS method. Table 2 is analogous to table 
1. In all, twenty four equation were estimated, though sixteen arc presented. 
It is the tradition to choose the equation whose coefficients least violate the a priori sings and magnitudes 
(Thursby et al, 1983). In addition, the adjusted R2; the standard error, SE; the fisher's Statistic; the Durbin-
Watson or the Durbin- H statistic will be used to discriminate between alternative spccitications and techniques 





Table 1: Import Model Estimtes 
Durbin 
OLS sdjR1 DW F S.E. H 
3.1 M' = -111.3617 + 33.7961 GDP' -0.0322 (PM/PD)" + 0.472EX' 0.746 1.326 24.52 21.09 -
(1.1781) (0.1844) (2.5430) 
~ ') 
-'·- PM'= 3.2739 - 0.0009M* + 0.3023NFA* + 1.3264 WPCI* - 1.5283 WPCI* 0.978 1.260 261.6 0 . 149 -
(0.6753) (8.3554) (14.2877) (2.9732) 
3.3 M' = 307.1413 + 0.5579ML' - 32.2501 GDP' + 0.2462(PM/PD)" + 0.5451Y' 0.043 1.754 33.19 22.77 0.923 
(3.7310) (1.1243) (1.5668) (3.6958) 
3.4 PM' = -0.6326- 0.0016M' + 0.2077NFA' + 0.403WCPI'- 0.0284WPCI' + 0.5613PML' 0.922 1.648 568.39 0.092 1.001 
(1.9202) (7.6045) (2.4773) (0.0707) (5.8870) i j 
... 
In 2SLS 
3.5 M' = -139.8161 + 35.8979 GDP' +- 0.4780X'- O.l099(PM/PD)" 0.772 1.339 28.09 20.75 -
ElKP~R4F (2.8311) (0.6317) 
3.6 PM'= 13.7516- MKPP9S~cAD- 2.8241M* + 1.2209WPCI*- 0.0529WPCI' 0.985 1.278 396.08 0.122 -
(10.8309) (3.2825) (14.9586) (0.0894) 
3.7 M' = 180.5018 + 0.478.,.ML'- 13.5612 GDP' + 0.1833(PM/PD) + 0.4681X' 0.816 1.604 27.91 18.58 1.566 
(3.0903) (0.4648) (1.0601) (3.0708) 
' i 
3.8 PM'= 4.0090- 0.2112NFA'- 0.0483M' + 0.3938WPCI' + 0.1994WPCI" + 0.5627PML' 0.993 1616 658.56 0.086 1.073 
(8.421) (2.6358) (2.5491) (0.4980) (6.3308) 
N.B. Figures in parenthesis arc t-statistic. 




Table 2: Export Model Estimates 
OLS 
3.9 x· = "509.7506- 0.5776(PX/WPX)' + 216.1766WGDP• 
(4.5559) (6.9694) 
3.10 rx• = -3.9292 -0.0095X• + 0.7081PD. + 2.0863GDP* 
(3.6997) (4.1229) (4.1960) 
3.11 x• = -66.8978 + 0.4320XL• + 76.1712 GDP* - 0.326(PX/PD)' 
(2.0702) (2.6518) (1.8558) 
3.12 px• = -0.4523- 0.0041X• - 0.5451WGDP* + 0.9414PXL* + 0.2854 WCPI* 
(1.1278) (0.3521) (5.2994) (0.3808) 
2SLS 
3.13 x· =- 545.60- 0.6151 (PXIWPA)' + 223.6105 woor· 
(4.4665) (6.7976) 
3.14 rx·- 18.2469 + o.738oro·- 4.2996x· + 2.0112oor· 
(4.040) (3.2109) (3.7289) 
3.15 x· =- 70.3566- 0.3594(PX/PD)• + 0.3703XL• + 83.2250GDP• 
(1.9611) (1.7969) (2.8576) 
3.16 rx· =- 14.3830 + o.541 wcrr + 2.9616x·- L3416WGor· + o.9539PXL. 
(0.6863) (1.4384) (.07570) (5.4777) 
N.B. Figures in parenthesis are t-statistic. np means calculation impossible 
* indicates the natural logarithm of the variables. 
Durbi11 
adjR2 DW F S.E. H 
0.676 0.507 26.03 25.45 
-
0.945 0.870 137.12 0.28 
-
0.695 1.005 19.20 24.'71 np 
0.958 1.683 139.14 0.24 1.721 
---~-
0.670 0.725 25.33 25.69 -
0.939 0.733 123.09 0.295 
0.881 0.907 18.11 25.24 np 
0.960 1.77 144.54 0.24 1 160 
T H E  S T R U C T U R E  A N D  P O L I C Y  I M P L I C A T I O N S  O F  N I G E R I A ' S  E X T E R N A L  T R A D E  1 9 6 0 - 1 9 8 4 .  
I n  t a b l e  3 ,  t h e  c o e f f i c i e n t  a n d  s p e e d  o f  a d j u s t m e n t  a r e  s h o w n .  T h e y  a r c  r e l a t i v e  t o  b o t h  q u a n t i t y  a n d  p r i c e  
o f  i m p o r t  a n d  e x p o r t  o b t a i n e d  f r o m  t h e  t w o  t e c h n i q u e s  o f  e s t i m a t i o n .  
F i n a l l y ,  t a b l e s  4 ,  5  a n d  6  c o n t a i n  t h e  i m p a c t  m u l t i p i l e r s  o b t a i n e d  f r o m  t h e  r e d u c e d  f o r m  e q u a t i o n s  
d e s i g n e d  t o  g i v e  t h e  r a t e  o f  c h a n g e  o f  t h e  e q u i l i b r i u m  v a l u e s  w h e n  t h e r e  a r e  c h a n g e s  i n  t h e  e x o g e n o u s  
v a r i a b l e s .  
3 . 3  ·  ·  D i s c u s s i o n s  
3 . 3 . 1  T h e l m p 0 1 i  S e c t o r  
F i r s t ,  o b s e r v e  t h e  q u a l i t y  o f  t h e  r e g r e s s i o n .  I n  a l l  t h e  e i g h t  e q u a t i o n s ,  t h e  a d j u s t e d  R 2  s h o w s  t h a t  7 5 %  o f  
t h e  v a r i a t i o n  i n  t h e  d e p e n d e n t  v a r i a b l e s  a r e  e x p l a i n e d  b y  t h e  r e g r e s s i o n .  I t  i s  e v e n  a s  h i g h  a s  9 9 . 3 %  ( s e e  
e q u a t i o n  ( 3 . 8 ) .  T h e  s t a n d a r d  e r r o r s  o f  r e g r e s s i o n ,  S E ,  w e r e  e q u a l l y  s m a l l .  I n  t h e  c a s e s  o f  t h e  d y n a m i c  e q u a t i o n s ,  
w h e r e  l a g g e d  d e p e n d e n t  v a r i a b l e s  w e r e  i n c o r p o r a t e d  i n t o  t h e  m o d e l s ,  t h e  D u r b i n g  - H  S t a t i s t i c  w a s  u s e d  t o  
d e t e c t  t h e  p r e s e n c e  o f  a u t o  c o r r e l a t i o n  o f  e r r o r s .  G i v e n  t h e  c a l c u l a t e d  D u r b i n - H  v a l u e s ,  w e  c o n c l u d e d  t h a t  
t h e r e  i s  a b s e n c e  o f  a u t o c o r r e l a t i o n  o f  e r r o r s .  
A t  t h e  l e v e l  o f  5 % ,  t h e  c a l c u l a t e d  F - s t a t i s t i c s  s h o w s ,  v e r y  s i g n i f i c a n t l y ,  t h a t  t h e  c o e f f i c i e n t s a  o f  a l l  t h e  
e q u a t i o n s  a r c  j o i n t l y  d i f f e r e n t  f r o m  z e r o .  H e n c e  w e  c o n c l u d e  t h a t  o u r  s t r u c t u r a l  m o d e l s  f o r  t h e  N i g e r i a n  
I m p o r t  a r c  c o r r e t l y  s p e c i f i e d  a n d  c o u l d  b e  u s e d  t o  a n a l y s e  t h a t  s e c t o r  o f  t h e  e c o n o m y .  
( a )  T h e  D e m a n d  S i d e  
E q u a t i o n s  ( 3 . 1 )  a n d  ( 3 . 5 )  a r e  t h e  i m p o r t  d e m a n d  f u n c t i o n s  i n  t h e  s t a t i c  e q u i l i b r i u m  f r a m e w o r k .  T h e  
c o e f f i c i e n t s  o f  t h e  e x p l a n a t o r y  v a r i a b l e s  h a v e  t h e  c o r r e c t  s i g n s  a n d  t h e  m a g n i t u d e s  a r e  p l a u s i b l e .  T h e  e s t i m a t e d  
c o e f f i c i e n t s  a r e  e q u a l l y  c o n s i s t e n t ,  i n  b o t h  s i g n s  a n d  m a g n i t u d e s ,  b e t w e e n  t h e  t w o  t e c h n i q u e s  o f  e s t i m a t i o n ,  
w i t h  t h e  2 S L S  h a v i n g  a  l i t t l e  e d g e  o v e r  t h e  O L S .  I n  t h e  d y n a m i c  m o d e l ,  ( 3 . 3 )  a n d  ( 3 . 7 ) ,  c e r t a i n  c o e f f i c i e n t  
n o t a b l y ,  t h e  G D P  a n d  t h e  r e l a t i v e  p r i c e ,  P M / P D ,  c a r r y  t h e  w r o n g  s i g n s ,  t h e  m a g n i t u d e s  a r e  p l a u s i b l e  a l t h o u g h  
t h e y  a r e  i n s i g n i f i c a n t  i n  t h e  s t a t i s t i c a l  s e n s e  a t  t h e  l e v e l  o f  5 % .  H e n c e ,  o u r  c h o i c e  o f  m o d e l  i s  e q u a t i o n  3 . 5  i n  
t h e  i m p o r t  d e m a n d  m a r k e t .  
I t  f o l l o w s  t h e n  f r o m  e q u a t i o n  ( 3 . 5 )  t h a t  a  1 %  r i s e  i n  c a p a c i t y  t o  e x p o r t ,  X  w i l l  i n c r e a s e  o u r  i m p o r t  d e m a n d  
b y  a b o u t  0 . 5 % .  I n  e f f e c t ,  f o r  e v e r y  n a j r a  e x p o r t e d  o n l y  a b o u t  5 0 k  r e t u r n  t o  t h e  c o u n t r y  i n  f o r m  o f  i m p o r t  o f  
g o o d s  a n d  s e r v i c e s .  T h i s  e s t i m a t e  s t r o n g l y  c o n f i r m s ,  i f  e v e n  n o t  s l i g h t l y  u n d e r e s t i m a t e s ,  t h e  r e a l i t y  o f  t h e  
N i g e r i a n  e c o n o m y .  I n  e f f e c t ,  t h e  r e m a i n i n g  5 0 k  m i g h t  h a v e  b e e n  s p e n t  t o  s e r v i c e  o u r  f o r e i g n  d e b t ,  c o n s t i t u t e  
o u r  f o r e i g n  r e s e r v e s  o r  p a r t  o f  t h e  p r i v a t e  e x p o r t e r ' s  i n c o m e  t h a t  w e r e  n o t  r e p a t r i a t e d  b a c k  i n t o  t h e  e c o n o m y .  
T h e  e q u a t i o n  a l s o  s h o w s  t h a t  a  i %  r i s e  i n  t h e  r e l a t i v e  p r i c e  P M / P D  w i l l  l e a d  t o  0 . 1 %  f a l l  i n  i m p o r t s .  N o t e  
t h a t  t h e  c o e f f i c i e n t  i s  n o t  s i g n i f i c a n t l y  d i f f e r e n t  f r o m  z e r o  a t  t h e  l e v e l  o f  5 % .  T h i s  r e s u l t  c o n f i r m s  e v i d e n c e  
f r o m  t h e  l i t e r a t u r e  t h a t  p r i c e - e l a s t i c i t i e s  d o  n o t  i n f l u e n c e  t h e  d e t e r m i n a t i o n  o f  i m p o r t s  o f  L D C s .  H o u t h a k k e r  
a n d  M a g e e  ( 1 9 6 8 ) .  
I n c o m e - e l a s t i c i t y  o f  d e m a n d  f o r  i m p o r t  i s  v e r y  h i g h ,  s h o w i n g  t h a t  t h e  i m p o r t  f u n c t i o n  i s  p e r f e c t l y  e l a s t i c .  
T h a t  t h e  c o e f f i c i e n t  i s  i n s i g n i f i c a n t  m a y  b e  d u e  t o  t h e  p r e s e n c e  o f  e x p o r t  v a r i a b l e ,  X ,  i n  t h e  r e g r e s s i o n  w h i c h  
i s  h i g h l y  c o r r e l a t e d  w i t h  t h e  G D P .  W h e n . X  w a s  r e m o v e d  f r o m  t h e  e q u a t i o n ,  t h e  p e r f o r m a n c e  w a s  p o o r  a n d  t h e  
c o e f f i c i e n t  o f  G D P  w a s  b i a s e d .  I n  t h a t  c a s e ,  w e  c o n c l u d e d  t h a  t h e  m o d e l  i s  m i s p e c i f i e d .  R e t u r n i n g  t o  o u r  
e q u a t i o n ,  f o r  a  1 %  r i s e  i n  G D P .  I m p o r t  w i l l  r i s e  b y  a b u t  3 4 % .  I f  t h i s  c o e f f i c i e n t  w e r e  t o  b e  s t a t i s t i c a l l y  
s i g n i f i c a n t ,  t h e n  i t  c o n f i r m s  t h e  h i g h  d e p e n d e n c y  o f  t h e  N i g e r i a n  e c o n o m y  o n  i m p o r t  o f  i n t e r m e d i a t e ,  c a p i t a l  
a n d  c o n s u m e r  g o o d s .  W e  n o t e d  t h a t  A  c h i  (  1 9 8 0 )  o b t a i n e d  s i m i l a r  r e s u l t s  f o r  h i s  i m p o r t  d e m a n d  e q u a t i o n .  
( b )  T h e  S u p p l y  S i d e  
E q u a t i o n s  ( 3 . 2 )  a n d  ( 3 . 6 )  a r e  t h e  i m p o r t  s u p p l y  f u n c t i o n  i n  t h e  s t a t i c  f r a m e w o k .  T h e  2 S : L S  e s t i m a t e  o f  t h e  
i m p o r t  s u p p l y  p r e s e n t s  a  b e t t e r  f i t  t h a n  t h e  O L S  e s t i m a t e  i . e .  e q u a t i o n  ( 3 . 2 )  ( s e e  t h e  s t a t i s t i c s ) .  
T h e  N e t  F o r e i g n  A s s e t s  e l a s t i c i t y  o f  i m p o r t  s u p p l y  i s  u s e d  t o  d e t e r m i n e  t h e  d e g r e e  o f  c o n f i d e n c e  f o r e i g n  
s u p p l i e r s  h a v e  i n  t h e  e c o n o m y .  T h e  c o e f f i c i e n t  o f  t h i s  v a r i a b l e  i s  p o s i t i v e  a n d  s t a t i s t i c a l l y  d i s c e r n i b l e  a t  t h e  
l e v e l  o f  5 % .  T h i s  i m p l i e s  t h a t  a  h i g h e r  l e v e l  o f N F A  w i l l  b u i l d  m o r e  c o n f i d e n c e  i n  o u r  t r a d i n g  p a r t n e r s  a n d  t h i s  
p s y c h o l o g i c a l  s t a t e  c a n  r e s u l t  i n  h i g h e r  i m p o r t  p r i c e s .  T h e  s i g n  o f  t h e  c o e f f i c i e n t  r e f l e c t s  t h e  r e a l i t y  o f  t h e  
s t r u c t u r e  o f  t h e  N i g e r i a n  e x t e r n a l  t r a d e .  I n  e f f e c t ,  t h e  N i g e r i a n  e c o n o m y  h a s  s i j n c e  t h e  e a r l y  7 0 s  b e i n g  d e p e n d i n g  
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heavily on the export of crude oul which has enabled the country to build-up a reasonable stock of foreign 
assets. And this has enabled us to import heavily too. (see equation (3.5)). Hence, higher NFA has lead to 
higher import prices, since our partners believe that we can afford to pay. -
Similarly, the coefficient of import vatiable in equation 3.6 is negative and very significant. It shows that 
import supply is elastic and that the rest of the world has benefited in our "oil boom" by fixing higher import 
prices. A 1% rise in import will bring about 2.82% fall in import price. 
An increase of 1% in the World Consumer Price Index, WCPI, increase Nigeria Import price, PM, by about 
1.2%. This shows that higher inflation in the rest of the world will be transmitted into the Nigeriazn domestic 
economy through the import prices of goods and services. hence, a higher domestic inflation, then aborad, 
due to international transmission of price mechanism. 
The sign of the coefficient of the World Per Capital Income, WPCI, is negative but not statistically 
different from zero at the level of 5%. This measn that WPCI does not influence the price of our imports and 
hence the supply. If it is discernible at this Y level of,5%, it means that higher WPCI will increase consumption 
abroad and hence a fall in supply of our imports. 
In the dynamic setting, we retain the OLS estimate, equaion (3.4), because the coefficient ofWPCI has a 
wrong sign in the 2SLS estimate. (see equation 3.8). all other coefficients are statistically significant at the 
level of 5% except the coefficient of WPCI. From Equation (3.4) the short~ run and long-run elasticities of the 
variables can be calculated. In effect the long-run import elasticity is given by 0.0016/( 1 - 0.5613) i.e. 0.0036. 
From the above discussions, the following conclusions can be drawn about the structure of the Nigeria 
imports. The estimated relative price elasticities in all the equation are less than unity. This shows that 
relative price has little effect on the determination of the Nigerian imports. This corroboarates the view in 
international trade, that import demand function in the LDCs are relative price inelastic. 
On the supply side, equation (3.6), it is remarked that Nigerian import is influenced not only by world 
prices but by level of world production. 
We have equally observed that import capacity is highly influenced by the level of export revenue. 
3.3.2 The Export Sector 
Table 2 presents the empirical results of the export sector. As remarked in sub-sectipn 3.3.1, the estimated 
regression give good fits judging from the various statistics. It is however remarked that the D- W test of auto-
correlation at the level of 5% lead to the rejection of nuli hypothesis in favour of the alternative that there is 
the presence of autocorrelation. In the dynamic equation where we implicitly assumed an autoregressive error 
term. The Durbin- H test was conclusive in only ne case (equation 3.16) i.e. no autocorrelation of errors. In 
equations (3.11) and (3.15), the Durbin- H statistic could not be calculated (see Gujarati 1979 pg. 269). 
(a) The b~lllrt Demand Side 
Consider the OLS and the 2SLS estimates of the export demand, (3.9) and (3.13). The estimaes are very 
close, suggesting that 2SLS technique has not brought about any significant modification in the estimated 
parameters. We concluded that the OLS estimators are consistent. 
From equation (3.9) we observe that the coefficient arc statistically significant at the level of 5% and have 
plausible signs. The relative price elasticity shows that relative- price influences the demand for our exports. 
This is however expected. This equation also indicates the extent of the degree of openness of the Nigerian 
economy. For a unit percent increase in world GDP. Nigerian export increase by over 216%. This result also 
lend support the view that the Nigerian economy is highly dependent and thus vulnerable to external shcok. 
Recall the assumptions made for the dynamic adjustment in the export demand market. At short-nm, we 
believe, demand for our export depend on external factors but in the long run, the export supply facto~s wiif · 
play their own role. 
From equations (3.11) and (3.15), it could be observed that the relative price PXIPD is statistically 
significant and has the correct sign. It shows that export demand is price inelastic which means that if our 
export price increases, foreign partners can shift their demand to other countries with lower prices. 
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T h e  e q u a t i o n s  a l s o  s h o w  a  h i g h  i n c o m e  e l a s t i c i t y  o f  e c p o r t  d e m a n d .  I t  i n d i c a t e s  t h a t  t h e  d o m e s t i c  
p r o d u c t i v e  c a p a c i t y  c a n  r e s p o n d  w i t h  e a s e  t o  r i s e  i n  f o r e i g n  d m e a n d  f o r  e x p o r t .  
( b )  T h e  E x p m 1  S u p p l y  s i d e  
A g a i n  e q u a t i o n s  ( 3 . 1 0 )  a n d  ( 3 . 1 4 )  a r e  t h e  s t a t i c  e x p o r t  s u p p l y  e q u a t i o n s .  T h o u g h  ( 3 . 1 0 )  h a s  a  b e t t e r  f i t  
t h a n  ( 3 . 1 4 ) ,  t h e y  b o t h  s h o w  t h a t  d o m e s t i c  p r i c e  i n d e x  i n f l u e n c e  s i g n i f i c a n t l y  N i g e r i a n  e x p o r t  p r i c e .  I n  
a d d i t i o n  t h e y  s h o w  t h a t  s u p p l y  i s  i n c o m e  e l a s t i c .  F o r  a  I %  r i s e  i n  G D P ,  e x p o r t  p r i c e  w i l l  r i s e  b y  a b o u t  2 . 1  % .  
qh~ e s t i m a t e d  d y n a m i c  e x p o r t  s u p p l y f u n c t i o n ,  ( 3 . 1 2 )  a n d  ( 3 . 1 6 )  i n c l u d e  W o r l d  P r i c e  I n d e x ,  W C P I ,  a s  
w e l l '  a s  W o r l d  G D P .  F r o m  e q u a t i o n  ( 3 . 1 6 ) ,  i t  f o l l o w s  t h a : t  a t  t h e  l e v e l  o f  % % , . t h e  c o e f f i c i e n t s  o f W C P I *  a n d  
W Q D P *  a r e  n o t  s t a t i s t i c a l l y  d i s c e r n i b l e .  i . e .  t h e s e  v a r i a b l e s  d o  n o t  i n f l u e n c e  t h e  d e t e r m i n a t i o n  o f N g e r i a ' s  
e x p o r t  p r i c e ,  t h o u g h  t h e y  h a v e  t h e  c o r r e c t  s i g n s .  
I n  t h i s  s p e c i f i c a t i o n  o n l y  t h e  l a g g e d  e x p o e t  p r i c e  i s  s t a t i s t i c a l l y  s i g n i f i c a t n  i n  t h e  u s u a l  s e n s e .  I t  s h o w s  
t h a t  e x p o r t  p r i c e  a d j u s t s  v e r y  s l o w l y  g i v e n  a  s p e e d  o f  a d j u s t m e n t  o f  0 . 0 5 .  
T h e s e  e s t i m a t e s  e m p h a s i z e  t h e  v u l n e r a b i l i t y  o f  t h e  N i g e r i a ' s  e x p o r t  s e c t o r  t o  c h a n g e s  i n  i n t e r n a t i o n a l  
d e m a n d  f a c t o r s  a n d  d o m e s t i c  s u p p l y  c o n d i t i o n .  T h e  e x p o r t  d e m a n d  i s  r e l a t i v e  p r i c e - e l a s t i c  b o t h  i n  t h e  s t a t i c  
a n d  d y n a m i c  f r a m e w o r k .  T h e  e x p o r t  s u p p l y  i s  n a t i o n a l  i n c o m e  e l a s t i c  i n  t h e  s t a t i s t i c  a n a l y s i s  w h e r e a s  i t  i s  
W o r l d  C o n s u m e r  P r i c e  I n d e x  i n e l a s t i c  i n  t h e  d y n a m i c  f r a m e w o r k  t h r o u g h  i n s i g n i f i c a n t l y  i n  t h e  u s u a l  s t a t i s t i c a l  
s e n s e .  
4 .  P o l i c y  b n p l i c a t i o n  
T h e  c o m m o d i t y  c o m p o s i t i o n  o f  N i g e r i a ' s  e x p o r t s  i s  v e r y  r e s t r i c t i v e ,  c o m p r i s i n g  m a i n l y  o f  c r u d e  o i l ,  
a g r i c u l t u r a l  a n d  f e w  m a n u f a c t u r e d  i t e m s .  T h e  c r u d e  o i l  e x p o r t s  d e p e n d s  o n  t h e  D P E C  q u o t a  c e i l i n g  - w h i c h  
i t s e l f  i s  a  f u n c t i o n  o f  d e m a n d  c o n d i t i o n s  i n  t h e  - i ' m p o r t i n g  c o u n t r i e s  - a n d  o n  i n t e r n a t i o n a l  n o n - e c o n o m i c  
f a c t o r s .  
I n  t h e  n o n - o i l  s e c t o r ,  a g r i c u l t u r a l  e x p o r t  i s  d e t e r m i n e d  b y  w e a t h e r  c o n d i t i o n s  a n d  s u p p l y  f a c t o r  r i g i d i t i e s  
i n  t h e  s h o r t - r u n .  I t  i s  o b s e r v e d  t h a t  t h e  p r o p o r r t i o n  o f  a g r i c u l t u r a l  e x p o r t  i n  t h e  t o t a l  e x p o r t  h a s  b e e n  f a l l i n g  
s i n c e  t h e  1 9 7 0 s .  E x p o r t s  o f  m a n u f a c t u r e s  a r e  i n  a  s m a l l  r a n g e  o f  c o m m o d i t i e s  f o r  w h i c h  t h e r e  i s  s l o w  w o r l d  
d e m a n d ,  k e e n  p r i c e  a n d  p r o d u c t  c o m p e t i t i o n  a n d  r i g i d  d o m e s t i c  f a c t o r s  e s p e c i a l l y  w h e n  r e s o u r c e  t r a n s f e r  t o  
t h e  s e c t o r  i s  n o t  a d e q u a t e l y  b a c k e d  b Y .  f i n a n c i a l  p o l i c i e s .  T h e  c u m u l a t i v e  e f f e c t  o f  t h e s e  f a c t o r s  i s  t h a t  N i g e r i a  
h a s  n o  i n f l u e n c e  o n  w o r l d  m a r k e t  p r i c e  a n d  h a s  n o t  e s c a p e d  t h e  i n s t a b i l i t y  i n  h e r  e x p o r t  e a r n i n g s  g e n e r a t e d  
b y  p r i c e  f l u c t i a t i o n s .  
N i g e r i a ' s  i m p o r t  c a n  b e  c l a s s i f i e d  i n t o  t h r e e  c a t e g o r i e s :  c o n s u m e r ,  i n t e r m e d i a t e  a n d  c a p i t a l  g o o d s .  W h e r e a s  
t h e  l a s t  t w o  c a t e g o r i e s  c o n s t i t u t e  ~on-competitive i m p o r t s  f o r  w h i c h  w e  h a v e  t o  i m p o r t  a n y w a y ,  t h e  f o r m e r ,  
c o n s u m e r  g o o d s ,  a r e  c o m p e t i t i v e  i m p o r t s  f o r  w h i c h  l o c a l  s u b s t i t u t e s  a r e  a v a i l a b l e  a l t h o u g h  t h e  c o u n t r y  h a v e  
b e e n  i n c r e a s i n g  t h e  i m p o r t  o f  t h e s e  g o o d s  o v e r  t h e  y e a r s  d e s p i t e  t h e  p o t e n t i a l  f o r  a  v i a b l e  s u b s t i t u t i o n  
i n d u s t r i e s .  
G i v e n  t h e s e  c h a r a c t e r i s t i c s  o f  t h e  N i g e r i a n  e x t e r n a l  t r a d e  s e c t o r ,  t h e  e s t i m a t e d  r e g r e s s i o n  r e s u l t s  o b t a i n e d  
f r o m  t h e  m o d e l  g e n e r a t e  t h e  f o l l o w i n g  p o l i c y  a r g u m e n t s .  
O u r  r e s u l t s  s u g g e s t  t h a t  d e v a l u a t i o n  a s  a  c o u e c t i v e  m e a s u r e  t o  t h e  c o u n t r y ' s  b a l a n c e  o f  p a y m e n t  d i f f i c u l t i e s  
m a y  h a v e  c o n t r a c t i o n a r y  e f f e c t .  I n  e f f e c t ,  t h e  M a r s h a l l  - L e r n e r  c o n d i t i o n  i s  n o t  v e r i f i e d  s i n c e  t h e  s u m  o f  
d e m a n d  e l a s t i c i t i e s  o f  i m p o r t  a n d  e x p o r t s  i s  l e s s  t h a n  u n i t y  ( i . e .  0 . 1 1  +  0 . 5 8  =  0 . 6 9 < 1 ) .  C o n s e q u e n t l y ,  t h e  
s m a l l  p r i c e  e l a s t i c i t y  o f  i m p o r t  d e m a n d ,  0 . 1 1 ,  t h e  i n c r e a s i n g  i m p o r t  o f  c a p i t a l  g o o d s  a n d  t h e  l i m i t e d  i m p o r t  
s u b s t i t i o n s  p o t e n t i a l s  m a y  l e a d  t o  a n  i n c r e a s e  i n  i m p o r t s  r a t h e r  t h a n  a  d e c r e a s e .  S i m i l a r l y ,  d e v a l u a t i o n  w i l l  
l e a d  t o  h i g h e r  d o m e s t i c  p r i c e  w h i c h  h a s  a  p o s i t i v e  a n d  s i g n i f i c a n t  e f f e c t  o n  e x p o r t  p r i c e  ( s e e  e q u a t i o n  3 . 1 0 ) .  
T h e  r i s e  i n  e x p o r t  p r i c e  w i l l  l e a d  t o  e x p o r t  s h o r t f a l l  d u e  t o  l o s e  o f  m a r k e t .  I n  a d d i t i o n ,  e q u a t i o n  ( 3 . 9 )  s h o w s  
t h a t  t h e  d e m a n d f o r l ' { i g e r i a ' s  e x p o r t s  i s  w o r l d  i n c o m e  e l a s t i c  a n d  t h e r e f o r e  d e v a l u a t i o n  m a y  n o t  i m p r o v e  o u r  
b a l a n c e  o f  p a y m e n t .  I n  t h e  l o n g - r u n ,  s i m i l a r  c o n c l u s i o n  c o u l d  b e  r e a c h e d .  
B e c a u s e  o f  h e r  m e a s u r e d  a b i l i t y  t o  s i g n i f i c a n t l y  i n f l u e n c e  h e r  p r i c e s  ( s e e  e q u a t i o n s  ( 3 . 5 )  a n d  ( 3 . 9 ) ,  
N i g e r i a  s h o u l d  e m b a r k  o n  n o n - p r i d e  i n c e n t i v e s  t o  p r o m o t e  import-~ul;>stitution i n d u s t r i e s  a n d  s t i m u l a t e  
e x p o r t  g r o w t h  w h i c h  c o u l d  h a v e  f e e d b a c k  e f f e c t  o n  d o m e s t i c  p r o d u c t i o n  a n d  e m p l o y m e n t  p r o s p e c t s .  T o  
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achieve this, the government efforts matched by adequate foreign economic and technical assistance must be 
sought to structure, restructure or strengthen the existing structure of production, consumption and trade. 
Table 3 provides the speeds and coefficients of adjustments obtained from the dynamic import and export 
models. In the import market, we observe that the coefficient of adjustment of both volume and price of 
imports teds to equalise. It shows the extent to which our expectations about imports are realised within a 
period of one year. The speed of adjustment is estimated at about 0.44 for both volume and price. This finding 
confirms once again the dependency of Nigeria on imports. 
In the case of export, recall that inthe dynamic framework, changes in export volume were assumed to 
respond positively to excess demand. Two interesting results were obtained fro table 3. Firstly, that there is 
slow response of export price and the adjustment coefficient is very high (0.94 and 0.95). The policy implication 
of this is that any attempt to increase Nigeria's export price will result in loss of her market given her position 
in international markets. Secondly, given an adjustment coefficient of about 0.57, the country can respond 
relatively quickly to higher demand for her export. This may be due to presence of unutilized production 
capacity especially in the oil sector and probably the existence of stock in the manufacturing sector. 
Therefore our analysis under the assumption of dynamic adjustment shows that even in the long-run, 
Nigeria will remain a price taker for both her export and import, but can improve her export capacity provided 
the structure are turned towards that end. 
Table 3. Speeds and Coefficients ofAdjustments in the Dynamic Models 
Estimation OLS 2SLS 
Technique/ 
Sector Speed Coeff. Speed Coeff. 
Volume 0.4320 0.5680 0.3703 0.6297 
EXPORT 
Price 0.0586 0.9414 0.0461 0.9539 
Volume 0.4421 0.5579 0.5216 0.4784 
IMPORT 
Price 0.4387 0.5613 0.4373 0.5627 
Source: Computed from Tables 1 and 2 
Finally, we envisaged a comparative static analysis of our model by using the reduced form equations to 
evaluate the impact effect of a change in an exogeneous variable on each of the endogenous variables. The 
exogenous variables considered were WPCI, WCPI and DDP. Our results reinforced the original fmdings from 
our earlier analysis. From tables 4, 5 and 6, we could see that the impact of WCPI is higher in terms of 
magnitude than the others. This confirms the relative ease with which world inflation can be transmitted to 
the Nigerian economy through her imports. Similar result is obtained for a change in WPO. From table 6, we 
could observe that the dependency of the Nigerian economy on both origing of her imports and destination 
of her export is again confirmed. In nearly all the cases, import and export prices were found to be inelastic. 
Table 4. Impact of a change in WPCI on Import (Export) Volume and Import (Export) Prices. 
Effect Volume Effect Price Effect 
ST LT ST LT 
Sector i,WY i,WY pi,WY pi,WY 
IMPORT 33.95 52.28 0.25 0.329 
EXPORT 47.20 70.45 0.33 0.62 
N01E: For ease of notation ofWPCI is written as WY 
ST measures the short term, ST, impact on 
i,WY 
i(=M or X) Volume of a unit change in World per Capital Income. 
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A l l  o t h e r  p a r a m e t e r s  a r e  d e f i n e d  s i m i l a r l y .  
( N o t a t i o n  a d o p t e d  f r o m  M o r a n  ( 1 9 8 8 ) ) .  
T a b l e  5 .  T h e  I m p a c t  o f  c h a n g e  i n  W C P I  o n  l m t > o t i  V o l u m e  a n d  I m p a c t  P r i c e s .  
E I T c c t  V o l u m e  
E f l ' c d  
P t i c e  
S T  L T  
S T  
S e c t o r  
i , W P  
i , W P  p i , W P  
I M P O R T  
- 8 7 . 8 5  - 1 3 3 . 1 5  
0 . 9 1  
'  
F o r  c a s e  o f  n o t a t i o n ,  W C P I  i s  s h m i c n e d  t o  W P  
E I T c c t  
L T  
p i , W P  
1 . 2 0  
T a b l e  6 .  T h e  I m p a c t  o f  a  c h a n g e  i n  G ! > P  o n  I m p m i  ( E x p m i )  V o l u m e  a n d  l m t > O t i  ( E x p o r t )  P l " i c e s .  
E I T c c t  
V o l u m e  
E I T c c t  P r i c e  
E I T c c t  
S T  
L T  S T  
L T  
S e c t o r  
i , Y  
i , Y  p i , Y  
p i , Y  
I M P O R T  3 2 . 2 1  4 9 . 5 5  0 . 0 8  
0 . 1 1  
E X P O R T  8 1 . 6 8  1 2 1 . 9 1  
0 . 3 2  
0 . 6 0  
-
- .  
y  
5 .  C o n c l u d i n g  R e m a r k s  
I n  t h i s  p a p e r ,  a n  a  t e m p t  h a s  b e e n  m a d e  t o  m o d e l ,  e s t i m a t e  ~d i n q u i r e  i n t o  t h e  p o l i c y  i m p l i c a t i o n s  o f  t h e  
N i g e r i a n  e x t e r n a l  t r a d e  s e c t o r .  C o n t r a r y  t o  t h e  c o n v e n t i o n a l  a p p r o a c h  o f  s i n g l e  e q u a t i o n  e s t i m a t i o n  u n d e r  t h e  
a s s u m p t i o n  o f  e q u i l i b r i u m  b e t w e e n  d e m a n d  a n d  s u p p l y ,  t h i s  p a p e r  e n v i s a g e d  a  s i m u l t a n e o u s  e q u a t i o n s  i n  
w h i c h  v o l u m e  a n d  p r i c e  e q u a t i o n s  c o n s t i t u t e  t h e  s y s t e m .  I t  p r o v i d e s  q u a n t i t a t i v e  e v i d e n c e s  t o  s u p p o r t  s o m e  
q u a l i t a t i v e  a s s e r t i o n s  o n  t h e  s t r u c t u r e  o f  N i g e r i a ' s  e x t e r n a l  t r a d e .  
A  n u m b e r  o f  o b s e r v a t i o n s  h a v e  b e e n  g e n e r a t e d  b y  t h e  m o d e l s .  ( 1 )  R e l a t i v e  p r i c e s  h a v e  l i t t l e  e f f e c t  o n  t h e  
d e t e r m i n a t i o n  o f  i m p o r t s  a n d  e x p o r t s .  T h i s  c o r r o b o r a t e s  t h e  v i e w  i n  t h e  l i t e r a t u r e  t h a t  i m p o r t s  a n d  e x p o r t s  
d e m a n d s  a r e  r e l a t i v e  p r i c e  i n e l a s t i c  i n  t h e  L D C s .  ( s e e  H o u t h a k e r  a n d  M a g e e  1 9 6 9 ) .  ( 2 )  T h e  g r o w t h  o f  t h e  
w o r l d  p r o d u c t i o n  a n d  w o r l d  p r i c e s  i n f l u e n c e  t h e  d e t e r m i n a t i o n  o f  i m p o r t  p r i c e s .  T h i s  i s  a l s o  t r u e  f o r  t h e  
e x p o r t  s e c t o r .  ( 3 )  C a p a c i t y  t o  i m p o r t  i s  h i g h l y  i n f l u e n c e d  b y  e x p o r t  r e v e n u e  ( 4 )  I n  t h e  d y n a m i c  m o d e l  o u r  
e x p o r t  d e m a n d  i s  i n t o m e - e l a s t i c  w h e r e a s  e x p o r t  p r i c e s  i s  v e r y  s l o w ,  a b o u t  0 . 0 5 ,  a l t h o u g h  h i g h e r  f o r  t h e  
i m p o r t  p r i c e s  ( 6 )  C o m p a r a t i v e  s t a t i c  a n B i y s i s  o f  t h e  m o d e l s  s u g g e s t  t h a t  t h e  g r o w t h  o f  t h e  N i g e r i a n  e c o n o m y  
i s  v e r y  s e n s i t i v e  t o  g r o w t h  i n  t h e  w o r l d  e c o 1 1 o m y  a n d  w o r l d  i n f l a t i o n  r a t e .  
T h e s e  f i n d i n g s  s u g g e s t  s o m e  p o l i c y  i s s u e s .  F i r s t l y _ ,  e x c h a n g e  r a t e  a d j u s t m e n t  t h r o u g h  d e v a l u a t i o n  w i l  
h a v e  l i t t l e  p r o s p e c t  f o r  s u c c e s  s i n c e  t h e  M a r s h a l l - L e r n e r  c o n d i t i o n  i s  n o t  v e r i f i e d .  b o t h  s h o r t - r u n  a n d  l o n g -
r u n  e f f e c t s  o f  s u c h  e x e r c i s e  w i l l  h a v e  c o n t r a c t i o n a r y  e f f e c t  o n  t h e  e c o n o m y .  
S e c o n d l y ,  g o v e r n m e n t  w i l l  h a v e  t o  e m b a r k  o n n o n - p r i c e  i n c e n t i v e s  t o  s t i m u l a t e  e x p o r t ,  p r o m o t e d  i m p o r t -
s u b s t i t u t i o n  i n d u s t r i e s  a n d  t h u s  r e d u c e  t h e  e x c e s s i v e  d e p e n d e n c y  o f  t h e  e c o n o m y  o n  t h e  e x t e r n a l  s e c t o r .  
E x p o r t  p r i c e  a d j u s t m e n t  m a y  i n a d v e r t e n t l y  l e a d  t o  m a r k e t  l o s s  a n c V o r  p r i c e  w a r  s i n c e  w e  a r e  o n l y  o n e  a m o n g  
s e v e r a l  i n  t h e  i n t e r n a t i o n a l  m a r k e t  f o r  o u r  e x p o r t s .  
T h i r d l y ,  N i g e r i a  w i l l  h a v e  t o  e x p o r t  m o r e  i f  s h e  w i l l  m e e t  u p  h e r  i m p o r t  r e q u i r e m e n t  i n  c o n s u m e r ,  i n t e r e d i a t e  
a n d  c a p i t a l  g o o d s  t o  s u s t a i n  h e r  e c o n o m y .  T h e  m a r g i n a l  p r o s p e n s i t y  t o  " i m p o r t  o u t  o f  e x p o r t "  i s  f o u n d  t o  b e  
0 . 4 4 7 ;  c a l c u l a t e d  a t  t h e  m e a n  v a l u e  o f  0 . 9 4 4  a n d  a n  e l a s t i c i t y  o f  0 . 4 7 3 .  I t  f o l l o w s  t h e n  t h a t  t h e  m a r g i n a l  
p r o p e n s i t y  t o  " s a v e  o u t  o f e x p o r t "  i s  0 . 5 5 3 .  T h i s  p r o p o r i t o n  i s  p r o b a b l y  d u e  t o  h i g h  f o r e i g n  d e b t  s e r v i c i n g ,  
a c c u m u l a t i o n  o f  f o r e i g n  r e s e r v e s  w i t h  t h e  a p p r o p r i a t e  i n t e r n a t i o n a l  i n s t i t u t i o n  o r  p a r t  o f  e x p o r t  e a r n i n g s  n o t  
r e p a t r i a t e d  b a c k  i n t o  t h e  e c o n o m y .  
F i n a l l y ,  a l t h o u g h  t h e  N i g e r i a n  e c o n o m y  w i l l  r e m a i n  a  p r i c e - t a k e r ,  t h e r e  i s  p r o s p e c t  f o r  a  s u b s t a n t i a l  
i m p r o v e m e n t  i n  h e r  e x p o r t  s u p p l y  i n  t h e •  l o n g - r u n  g i v e n  a  s e e m i n g l y  e x c e s s  c a p a c i t y  i n  s o m e  s e c t o r s  o f  t h e  
e c o n o m y :  t h e  o i l  i n d u s t r y .  
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